
APPENDIXE



KENNETH GORDOS, Prtsidmt
Maine Public Utilities Commission

242 State Street
State House Station 18
Augusta. Maine ()4333

DE!'lSIS J. NAGEL, First Via Prtsidml
Iowa Utilities Board

Lucas State Office Building
Des Moines. Iowa 50319

KEITH BISSELL, Stcund Viet Prtsidmt
Tennessee Public Sen'ice Commission

460 James Robenson Park\\'3"
Nashville. Tennessee 37243-0505

Mr. Sam Ginn
Chairman of the Board, President,

and Chief Executive Officer
Pacific Telesis
130 Kearny Street
San Francisco, CA 94108

Dear Mr. Ginn:

Incorporated

April 10, 1992

1102 Interstate Commerce Commission BUilding
Constitution Avenue and Twelfth Street, N.W.

Washington, D. C. 20423

Mailing Address: Post Office Box 684
Washington, D. C. 20044-0684

Telephone: 202-898-2200
Facsimile: 202-898-2213

PAUL RODGERS
Admini.strativt DiTtCtor

Cmrral COU7U~

GAlLE ARGIRO
TrttUuTtT

This is to inform you that the joint NARUC/FCC audit team is assembled, has reviewed
recent utility regulatory audit activity of Pacific Telesis for applicability or duplication of effort,
has accordingly customized an audit scope and is now ready to start its audit of your company.
The purpose of this letter is to provide you this additional information regarding the objectives,
scope, conduct and other audit arrangements for your planning purposes.

BACKGROUND

By letter dated, December 20, 1991 NARUC President, Kenneth Gordon, formally
transmitted the NARUC resolution regarding an audit of the affiliated transactions of the seven
Regional Bell Operating Companies and solicited your cooperation. At the NARUC meetings
held in Washington, D.C. last month, additional information regarding the scope and other audit
details were provided and discussed. As you know, these were open meetings and they were
well attended by all interested parties.

AUDIT OBJECI'IVES

The auditors will be guided by the following audit objectives as set forth in the
resolution:
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PROJECT DELIVERABLES

The audit reports will contain adequate documentation or analysis to support the
conclusions reached. The reports will also set forth the approach or methodology followed in
forming the conclusions and in developing the recommendations. There will be an audit report
for each of the seven RBOCs.

RELEASE OF THE AUDIT REPORTS

The RBOCs will be provided with a draft copy of the audit report and will have fifteen
days to review and submit comments on their respective final draft audit reports before NARUC
release. The Chairman of the Staff Subcommittee on Accounts will transmit the audit reports
to:

• the President of NARUC
• the FCC
• the Members of the Finance and Technology Committee
• the Commissioners' Policy Management Group
• the Chainnan~the Communications Committee and his designee
• the General Counsel of NARUC

The FCC will likely release the audit reports to the public within a relatively short time,
but only after a statutory review for confidential disclosure.

PROPRIETARY AGREEMENT

The auditors will follow the normal practice of their own commissions with respect to
access and the signing of any proprietary agreement. The oversight committee suggests that the
proprietary agreement be modeled after the 1984 Bellcore agreement. A proposed proprietary
agreement is attached hereto.

AUDIT EXPENSES

As has been the case with previous NARUC audits, the RBOCs have been requested to
fund the audit expenses, including travel. It is expected that most if not all expenses will be
traveled related. The expense claims will be submitted on a timely basis with supporting
documentation. It is expected that the claims will also be processed in a timely manner. The
auditors will follow their respective States' rules and regulations governing travel and related
expenses. Although not expected to be necessary, the auditors reserve the option of retaining
outside consultants to assist in the audits. However, no consultants will be retained before
discussion with your company.
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PROPRIETARY AGREEMENT

In order to facilitate the review of Pacific Telesis by the NARUC's Audit Team, Pacific
Telesis is not restricting the disclosure of proprietary information to members of the Audit
Team. It is therefore, possible that there will be disclosed information and documents describing
unannounced services, unpublished technology, or private internal business plans, which
information and documents are proprietary.

With respect to all such information and documents identified as proprietary, the
members of the Audit Team agree to use information and documents in connection with the
present review of Pacific Telesis. Pacific Telesis agrees at the request of the Audit Team to
delineate in any documents identified as proprietary that they will in good faith work together
to permit such publication or disclosure without compromising the proprietary information, as,
for example, by masking, excision, or rewriting.

Notwithstanding the above, the members of the Audit Team in connection with their
NARUC audit functions may disclose any documents to their superiors or other Commission
Staffpersonnel engaged with them in the preparation of therr report which superiors or personnel
will be similarly obligated not to further disclose such proprietary information.

The members of the Audit Team are under no obligation with respect to any proprietary
information or documents that are subsequently made public by Pacific Telesis.

Dispute with respect to what information or documents are deemed proprietary may be
settled by the State Commission(s) having jurisdiction or by a mutually acceptable party as
appropriate.

None of the above provisions prohibit the use of proprietary information in developing
adjustments for use in a jurisdictional rate case or investigation. Moreover, no restriction on
the use of the audit reports is intended by this agreement.

This agreement shall be binding on the parties to this Agreement from the date of its
execution and shall remain in effect for a period of ten (10) years after the release of the final
NARUC report.

Pacific Telesis and the Audit Team members cause this Agreement to be signed by their
duly authorized representatives this _ day of , 1992.
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Pacific Telesis Group Spin-Off ®
Pacific Telesis win spin off its wireless operations.
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POST-SPIN-OFF STRUCTURE

PacTel Corporation
(Includes Arizona Paging Business)

©

PacTel Paging PacTel Cellular PacTel International PacTel Services

Location
Technologies

51%
PacTel

Telelrac

Meridian System.

I Pacific Telesis Group

I
I I I I I I I I

r- Nevada
Pacific Telesis Pacific Telesis Pacific Telesis Pacific Telesis Pacific Telesis

Pacific Bell
Bell

Capilal Capital Re Insurance Group- Telesis Technologies
Resources Funding Company, Inc. Washington Finance Laboratory

I
I I IPacific Bell

- Dbectory Pacific Telesi. Pacific Telesis Pacific Telesis
Communicatlons Properties Cable

I
Pacific Bell 20%

~ Information I
Services I I



-

APPENDIXG



;.LaicD
oller

Pacd,c feles.s Cenrer
130 lurny SlIeel. SUIIe 3001
Sin franciSCO. Callforn.a 94108
14151 394·3200

June 8, 1992

APPENDIX G
PA\..lt"'l\..i'....1' I.:L.I.:,;) I,;) 

Group

Mr. Tom Lew
Branch Chief - Telecommunications
Division of Ratepayer Advocates
California Public Utilities Commission
505 Van Ness Avenue, Room 4007
San Francisco, California 94102

Dear Tom:

The purpose of this letter is to confirm our verbal agreements in regard to the NARUC
audit:

• There will be only CPUC personnel conducting this audit. The CPUC will not share
proprietary information with anyone outside the CPUC, and G. O. 66-C will be
applicable.

• Prior to release of any material to non-CPUC personnel, Telesis will be afforded an
adequate opportunity to review the material to ensure that no proprietary
information was inadvertently included.

.. If during the audit the CPUC desires to share some proprietary information with
other NARUC personnel, they wI'll obtain Pacific Telesis agreement before doing
so. Pacific Telesis would be willing to work with the CPUC to develop specific
non-disclosure agreements, develop alternative forms of information, or use other
means to allow the CPUC to share specific information.

We understand NARUC has proposed, for national use, a redrafted agreement protecting
the RBOCs' proprietary information accessed during the NARUC audit. While we are
considering the proposed agreement, pending a final agreement between NARUC and the
RBDCs, G. O. 66-C will be followed for Telesis proprietary information.

In addition to the above agreements, we have attached our agreed upon access guidelines
intended to facilitate open access to Telesis information and avoid misunderstandings.
We recognize that these guidelines may need to be revised as the audit proceeds.

Tom, please let me know if you feel this doesn't faithfully represent our agreements, or
if there are other changes that need to be made.

Attachment
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CHAPTER 1

AUDIT OBJECTIVE, SCOPE, APPROACH,
BACKGROUND, SUMMARY FINDINGS

AUDIT OBJECTIVE

The NARUC audit of Pacific Bell Yellow Pages began in November
1992. The NARUC Audit Team's objectives for the audit coinCldes
wlth the NARUC resolution, outlined as follows:

• To determine if there was cross-subsidization of ratepayers
resources to benefit telecos' shareholders;

• To determine if the future income potential of the Yellow
Pages, which has provided significant benefits to ratepayers,
are safeguarded; and

• To determine the propriety of the research and development
efforts by Pacific Bell with respect to its yellow page
business. To determine whether development of new products and
services or modification of existing products and serVlces are
:~ the best lnterests of ratepayers.

AUDIT SCOPE

Research and review the state and federal regulations and the
Modlfled Flnal Judgement as 1t pertalns to yellow pages. This
wI:l encompass:

• History of legislatIve and regulatory enactment that affected
the dIrectory operatlo~;

• Appl1catlon of eXlstl~g state and federal rules and eXIstlng
regulatIons to the ne~ yellow page products and serVlces;

• Ramiflcatlons of bJs:ness placement of new yellow page
products and serVlces under current state rules and
regulations.

2. Investigate, reVlew and research the product enhancement and
development of PacIflc Bell Directory. Emphasis will be placed
or.;
• IdentIfyIng all maJor product enhancement and development

proJects;
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• Reviewing the process by which product_ enhancement and
development took place;

• Reviewing the tracking and accountability of the projects; and
• Determining the propriety and reasonableness from the

perspectives of the ratepayers' interest.

3. Research and analyze the potential impacts of the new
developmental product(s) on ratepayers.

AUO IT APPROACH

The Audit Team focused on three areas:

1. The development process of the electronic yellow pages;
2. Pacific Telesis corporate involvement in the process;
3. Issues and concerns raised by electronic yellow pages.

The Audit Team issued data requests, interviewed project managers
and key subject matter experts and reviewed thousands of pages of
documents. The ~cuments reviewed cover internal documents,
electronic pUblishing/yellow pages industry research papers,
Journals, studies, and artlcles.

BACKGROUND

~he Aud~t Team began ~ts

:n late 1992. The Audit
submitted data requests,
subJect matter experts.
focused on Pacific Bell
commonly referred to as

~nvestigatlon of Paciflc Bell Directory
Team revlewed the yellow page operatlon,
and held intervlews wlth management and
The Team's audit scope and approach

Dlrectory's major product development
electronlC yellow pages.

By August 1993, Paclflc Bell informed the Audit Team that Paciflc
Bell and Paclfic Bell :n:ormatlon Servlces (PBIS), a Pacific Bell
wholly owned SUbsld~ar~'1 was preparlng to file an application
requestlng authorlzatlo~ :or PElS to develop and offer electronlC
publlshlng serVlces and := account for associated revenues and
expenses below-t~e-l:ne for ratemaklng purposes. The electronlc
publlshlng services w~ll cover serVlces such as electronlc yello~

pages and more. On Dece~ber ~3, 1993, Pacific Bell filed an
appllcation (A.93-11-031: which was accepted by the Californla
Public Utilities CornrnlSSlon. The Cornmiss10n's Division of
Ratepayers Advocates, along wlth three other interested partles,
:11ed protests. At the March 28, 1994 prehearing conference, th
Admlnlstratlve Law Judge ordered Pacific Bell to file test1monie
on April ~7, 1994, and all interested parties to file rebuttal
testimonies on July 25, 1994. An evidentiary hearing 1S
scheduled to be held on August 22, 1994.
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The purpose of this report is to present the Audit Team's audlt
and analysis of Pacific Bell Directory's electronic yellow pages
development.

SUMMARY FINDINGS AND CONCLUSIONS

1. The yellow page operations of Pacific Bell Directory, a who __ y
owned subsidiary of Paclfic Bell, are considered to be par: c:
the regulated rate base ln California. All revenues and
expenses associated with yellow page operations are thus
considered "above-the-line" for ratemaking purposes, unless
specifically excluded. This regulatory treatment started
early in the corporate history of Pacific Bell (then known as
Pacific Telephone and Telegraph Company) and continues to the
present. All of the substantial contribution from the yellow
page revenue streams is used to offset the cost of exchange
operations.

2. Pacific Bell Directory's research and development and
associated activlties in electronic publishing and other
emerging technology ln the directory field were funded by the
general body of ratepayers.

As best as can be de~erm:ned, the ratepayers' funding of the
:jese potent1al new electroniC publishlng serVlces and
products began In the mld-1980s, a period 0: over eight years.

4. A maJor impetus to th1s e~ectron1c publ:shlng effort began
when a key outside expert 1n the field of electronlc
publlshing was h~red by Pa=:::= Bell Directory to lead the
e::ort. ihe vls::Jnary s::-a:egy and d:rection of electroniC
p~bl:shing was prOVides by ~he former PreSident of Paciflc
Be 11 Di rectory Compa:-.~·.

Substant~al amount c: s:af: resources at Paciflc Bell
D1rectory were iDvc:ved :~ tne research and development of
p2:e~t:al e~e=~~2~:= ~~~~:~t:ng se~Vlces and products.

c. Numerous feaSib:l:t~· s:uc:es were made by outSide consultants
and by Paclfic Be~~ D:rec:ory's own experts regardlng the
market potentlal for e:ectronic yellow page publishing and
other related llne of Dus:nesses.

I These studies genera~ly show that the market potentials for
the offerlng o! ele=t~OG12 yellow publlshlng serVlces and
products by a RBO: are favoraole.
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8. The RBOCs are in a favorable competitiv~-position in the
emerging electronic yellow publishing because of the synergy
from the companies' core telephone operations, namely, name
recognition, established reputation, expertise in classified
advertising, customer contacts and relationships,
infrastructure, facilities, etc.

9. Over the mid- to long-term, electronic publishing will
.potentially offer serious competition to the traditlonal
printed yellow pages. Unmitigated, substantial erosion of the
present contribution from traditional printed yellow pages in
the order of magnitude of millions of dollars will occur for
Pacific Bell ratepayers.

lO.All research and development activities were abruptly
discontinued (about January 1993) at the Pacific Bell
Directory. Key personnel and the electronic publishing
activities were transferred to an essentially non-regulated
subsidiary, Pacific Bell Information Services, a wholly owned
Subsldlary of Pacific Bell.

ll.After about a year, a further transfer was made of this
electronic publishing operation to a newly formed company that
1S not part of the Pac~fIc Bell corporate structure, but is
part of PacifIc Teles~~, the holding company.

lZ.The change in Pacific Bell corporate strategy to that of
prohibItIng PacifIc Bell Directory from engaging in research
and development, or from offering of electronic delivery or
enhancement of the core yellow page information buslness have
left the company WIth a mature bUSIness with a declining
growth rate.

I].ThIS strategy has removed from Paciflc Bell Directory ~

pote~tlal new source of revenues to offset the potential loss
of classIfIed yellow page advertiSIng revenues to emergIng
electron1c publ:sh~ng compet:tors and potentially to its newly
formed affilIate company, the latter, beIng a form of
cannIbalizatlon.

I4.The PacIfic TeleSIS Group's strategy, lf unchanged, has left a
bIllIon dollar regulatory ratemaklng asset without the means
to enhance in a slgn1f:cant way or even to maIntaIn its
Industry positIon over the long-term.

IS. ThIS change In PacIfIC Telesis' corporate strategy appears to
have been made to ensure that only the shareholders benefit
from tne actIVItIes funded by the general body of ratepayers.
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16.Pacific Bell Directory's accounting and project tracking
guidelines and procedures are inadequate with respect to the
electronic yellow pages development proJect. This proJect and
related electronic pUblishing projects are controversial from
a regulatory perspective, especially in view of the fact the
research and development efforts started before the lifting c:
the MFJ information ban. The company did not start tracking
its expenditures until the fourth quarter of 1992,
approximately six years after the work began. Moreove=, t~:5

tracking began only after this issue was ralsed by the Aud::
Team.

17.There have been no compensation for ratepayers' multi-mil~io~

dollar risk. Pacific Telesis' electroniC publishing ventures
have been cross-subsidized by ratepayers.

lS.Current affiliate transaction rules may not be adequate to
prevent or deter similar situation from occurring. A
situation where ratepayers, in essence provide the seed money
and bear the risks with the rewards accruing to shareholde=s.

19.There is presently a proceeding pending before the CalIfornia
Public UtilIties Commission In ApplicatIon No. 93-1:-031,
dated November 12, 1993, in the matter of the ApplIcation of
Paciflc Bell and Pac:~ic Bell Information SerVIces to not:fy
the COIT~ISSlOn to e~te= ~:ec:ronic ?ubllsh:ng SerVIce Market,
wnere some 0: the issues identlfled :n t~lS report are
expected tc be addresse~. Hear:ngs fc= thIS proceedlng have
been sched~led in Aug~s: 1994.

C-10



,

CHAPTER 2

History of Directory Services at Pacific Bell

The history of Directory Services at Pacific Bell can be
highlighted by the following three stages and a discussion of
related issues:

• Early years (non-controversial time prior to 1979)

• Transition years (1979: deregulated - 1986: separate
sUbsidiary)

o From regulated to deregulated (Senate Bill 301 and Senate
Bill 1444)

o From department of Pacific Bell to separate sUbsidiary
(CPUC D.85-12-065)

• Current situation (1987 - present)
o Stability in the market
o Possible future services

CD-ROM
Electronic Yellow Pages

• Related issues
o Rates for advertising - 10 largest markets
o Revenue amount imputed over years
o Legislative hearings
o Number of communitles served and the number of books

delivered
o MFJ history

EARLY YEARS (to 1979)

The following summary of the ea~ly history of directory serVlce
:al:fornia was provided by Pacific Bel~ Directory in response

t~ a data request.

"Pacific Telephone's d:rectories were an outgrowth of City
directories WhiCh were first published in the United States
in the latter part of the 19th century. The first white
pages directory in California was published by San Francisco
in 1878 with 173 residents and businesses. On a single
sheet in the "Daily Gossip" you could find a complete
listing of everyone of the 173 California subscribers to
the new service from the American Speaking Telephone
Company. Interestingly, there were no numbers then: You
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just gave the operator the name of the person or business
you wanted to reach.

But even in 1878, what was to one day become Pacific Bell
SMART Yellow Pages was the most complete telephone listings
of goods and services available. And by 1890, there were so
many subscribers that the telephone company started
assigning two-to-five digit numbers and a sw~tchboard

designation to accommodate the rapidly grow~ng popularlty of
telephone serVice.

San Francisco was the major business center in California in
the early 1900 1 s. The 1906 earthquake and fire virtually
destroyed the city's telephone system. The replacement
system greatly improved upon the old one-and the telephone
directories improved too.

The rebuilding of San Francisco made it clear that what
people needed was a comprehensive phone book that grouped
s~milar kinds of businesses together. This need led to the
first advertising directory pUblished by Pacific in 1907.
Then as now, directory changes were made in response to the
needs of telephone subscribers and to provide high quality
product. ThiS gave bir:h to the first telephone directory
classified list:ngs and the first advertising in :he
d:rectory. Those f~~5: enterpr15ing bUSinesses that placed
advertls::.ng saw the~r ads on "pink pages". It wasn't until
~ 9 ~ C t~la t the "p in~: page s" became the yellow pages, when
tests at Bell Laboratorles proved that wrltlng on a yellow
background made readlng eaSier.

In 1926, the Ca~ifer~la Supreme Court ruled that telephone
company dlrectory rates should be revlewed by the Railroad
Commission (later calied the PubllC Utilities CommiSSiOn),
and issued a wrlt of mandate requlrlng the CommiSSion's
response to complaln:s reaarding alleged price
dlscrimination between these who purchased slngle ads and
those who purchasej space for sub-diViding and resale.
~hU5, the age e: ~~~~_c::~n of dl~ectory advertlslng began

From 1926 through :9~9, Paci:ic'S direcLory diViSion
continued to opera:e under the jurisdiction of the
Cal:fornia PubliC Utllities CommiSSion. Product changes,
such as enhanCing or adding new advertising items, changir
advertising rates, and making changes to the directory
boundaries requlred Commlssion approval. It was during tl
perlod that inaependent (non-telco) publishers began to
establish themselves in PaCifiC'S franchise/regulated
territory and introauced the competitive yellow pages
concept :.r. Cal: ::~rr.la. By 1979, ther-e were eight publlsr
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producing 265 directories in California, with only 67 of
these directories produced by Pacific. In addition to the
vast number of directories available, advertising customers
had the option of using radio, television, newspapers and
direct marketing to deliver their advertising messages. The
advertising market had become highly competitive."

TRANSITION YEARS
(1979: deregulated - 1986: separate sUbs~diary)

This section covers the period of time when yellow pages was
transitioned from a regulated to deregulated service ih
California (SB 301 and SB 1444); and then from be~ng a departmen~

of Pacific Bell to a separate subsidiary. (CPUC D.85-12-065l

Legislation

Ih 1979, Senate Bill 301 authored by Senator Alquist added
SectIon 728.2 to the Public Utilities Code. The bill states In
pa~": that:

"The comnnssion shall have no Jurlsdictlor, or control
ove~ classified telephone directories or commerCial
ajvertlsing Ihcluded as part of the ccrporatlon's
a~p~abe"::cal telephone d.:rectorles, InclUding the
cna~ges fc~ and the fo~~ and content 0: such
adve rt 1 sIng, excep: :na:. the cor:mn s s lon sha 11
Investigate and consIder ~evenues and expenses with
regard to the acceptance and publlcation of such
adVertISing for purpcses c: establ.:shlng rates for
c:'he:- se!"\~:.::e5 :::e~e= cy :'e:ep,t!crle c~':-por-atlons."

ThlS t.:..::'l also tad a "s~:-:se':: date" c: Jar.uary l, 1983. The
statute wo~ld be repea::'ec en January l, 1983, unless a later
enacted statute de~etes C~ extends that date.

W~:~E 5E 301 dereg~~2:e= ~:rec:~~y serVlces, the fInanCIal
co~t~lbutlO~ that c:rec~c~! 5e~v:ces prOVIded was malntained.
~herefore, While reg~lc:10~ cve~ the rates, terms and conditions
of telephone directories was terminated With thIS bIll, the
co~trlbution was rna.:n:21neo. The bill would remain in effect
unt:l January 1, ~983,-..:;,less a later enacted statute deletes or
extends that date.

:r. 1982, Senate Bill ~444 authored by Senator Montoya amended
Sect.:o~ 728.2 of the PUb::'lC Utilities Code. SB 1444 deleted thE
"s~nse~ date" lmposec Dy 53 301. Additionally, SB 1444 created
Se::l~~ ~:t.: (t ~~::~ allowed the CO~~lsslon the JurIsdictIon
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regulate commercial advertising if it dete~mined, after a
hearing, that any federal action would impair 'its ab~lity to
investigate and consider the revenues and expenses of directory
advertising for the purposes of setting rates for other services.
The Commission's jurisdiction would "be limited to the rates and
charges for commercial directory advertising, except that the
commission shall investigate and consider revenues and expenses
of telephone corporations related to that advertising for
purposes of establishing rates for other services offered by
telephone corporations." The Commission would have no
jurisdiction on (i) the form and content of the advertising (:i)
the form and content of the directories (iii) directory
advertising practices (iv) the determination of the geographic
areas served by those directories and (v) complaints by any
corporation or person regarding directory advertis~ng.

California Public Utilities Commission (CPUC) Decisions

The following discussion lists some of the major decisions that
the CPUC has iss~ concerning directory services.

0.83-12-018, December 7, 1983:

PacI:ic Bell filed Applicat~on 83-09-19 to transfer its white
page and yellow page dIrectory services from appllcant to a new
company known as PacTel DIrectory, a proposed affiliated company
~lthln the helding company, PacIfic Telesis. DurIng the time
between the prehearing conference and the hearings, PacIfic Bell
:lled a pleadIng WIthdraWIng the appllcation without preJudice.
(D.83-12-018)

D.85-10-042, October 17, 1985:

PaclflC Bell filed ApplIcatIon 85-05-139. to create a subsidiary
called PacIflc Bell DIrec:ory and to transfer its directory
propertIes to that SuDslc:ary. All of the net revenues of
?ac::lc Bell DIrectory wo~ld be pald to Paciflc Bell in the form
of dIvldends. Thereicre, current revenues from the dIrectory
operatIons would contInue to be available to Pacific Bell and
would stIll be consIdered by the CommISSIon in establIshing
rates. PacIfic Bell cIted SlX reasons to support its request for
a separate subsidIary:

A. The nature of the dIrectory business had changed
substantially. Other firms compete against Pacific's
prlnted dIrectorIes already and those firms in the future
wlll compete by prcvldlng electronic publicatlons.
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B. Pacific Bell's profits from director~ business supports
basic rates. By separating the directory operations ~nto a
stand-along subsidiary, competitive erosion would be more
clearly demonstrable.

C. There would be no adverse effect on Pacific Bell, the
Commission or the Commission's powers. The stock would be
owned by Pacific Bell. The books and records would be open
for Commission Inspection. Pacific Bell Directory would be
subject to all applicable sections of the Public Ut:lit:es
Code. The revenues and expenses could be considered ~n

setting Pacific Bell's rates.

D. Pacific Bell was concerned that electronic directory
pUblishing would to some extent adversely impact the profl':s
from traditional directory operations reducing the support
for basic rates.

E. A separate subsidiary would create specialized management
systems that may afford it competitive advantages.

F. FCC and Uniform System of Accounts (USOA) rules were not
suitable for a bUSIness that provides dIrectory serv~ces.

Competitors of Pac:fl= Bell's directories used Generally
Accepted AccountIng Pr~ncipies (GAAPl for management
lnformation and fInancIal reportIng. MaInta~nlng two sets
of books would be expenSlve and CUIT~ersome.

~.85-10-042 dismissed PacI::c Bell's ApplicatIon to transfer Its
dIrectory propertIes to PacIfIC Bell DIrectory (A. 85-05-139). The
decisIon cited two reasons for dismIssing the application. The
first reason was "applIcant does not provide sufficient evidence
to demonstrate that the transfer of assets and a correspond~ng

venture In elec':ronlc put~lshlng will.not adversely affect
contribution to local ra':es." The second reason was the
"appllcatlor. IS vague abo:.::: ~::s proposed treatment of revenues
: r or., 1 ': S d 1 r e c ': 0 r y Se r 'co .:. c '? 5' " . :' h e dec:. S1 0 I'. go e son to s tat e t hat
"we wo\.:ld prefer that electron:c serVIces and other VIable
co~petltlve serVIces De ~rcvlded through PaclfIc Bell, rather
than a separate SubsIclary. :0 ass\.:re that ratepayers benefit
:rom their provISlor. anc tc reduce the audltlng burdens Imposed
or. our s ta f f ." :.

D.85-12-065. December 4, 1985:

PaCIfIc Bell re-applled ~o transfer its dIrectory properties by
:Illng a Pet:tlon for MOQlflcatlon of D.85-10-042. ThIS PetItIon
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addressed some of the concerns raised by D.8~-lO-042. Paciflc
Bell gave three reasons to justify its request to modify D.85-10
042:

1. The MFJ prohibited Pacific Bell from providing elec:ron~c

pUblishing services and waivers would not be granted unt::
there had been significant changes in market condit1ons.
Also, Pacific Bell was not presently seeking to enter th:s
line of business.

2. A separate subsidiary was necessary to obtain an
expanded print media waiver. Pacific Bell cites a July
1984 decislon by Judge Greene that requ~red that the ne~

line of business be conducted by a separate Subsidiary.

3. Pacific Bell claimed that it would be required to meet
directory competition in order to maintain and increase
contribution from directory revenues to support basic
services.

On thlS last p01nt, Pacific Bell contended that competition
In directory services was increasing. For support, it cited
the increasing number of publishers and directories in
Cal:fornia. In summary, Paclf1c Bell stated that 1t needed a
separate subsidlary ln order to qualify for a waiver of the
!10d:fled Flnal Judgement fro~ Judge Greene so that 1t could meet
~~e cJ~pe~:tlon ln d1rectory serVIces. Page four of Paclflc
Be::'s ?et:t:on quctes Un::ed S~ates v. Western Electrlc, 59:
F . Supp. 8 4 6 (2 . D. C. ~ 9 8 ~ i : :-1 a : "J u d g e Gr e e nerequ 1 red a S a
cond:tlon for all MF~ walVers that the new llne of bus1ness be
cond~cted by a Subsldlary' separate from the telephone operatlng
company." A wa1ver would allow Paclflc Bell the opportunity to
pr08uce other pr:nt med:a products and thereby reduce 1ts yellow
pages d:str:butlon costs by spread1ng the costs to other
p~:n~ produ=~s. Pac:~~c Be:: :la:med ~ha~ :ts competltors
already had thls capab::I:y.

~.85-:2-065 author:zec th~ transfer of the directory
serVIces department tc P3~1::C Bell Jirectory as a separate
sUDs:dlary of Paclfl= 3e~~. ~he declslor. became effectIve or.
January 1, 1986. Or. tr.:s date, PaclfI= Bel: Dl:-ectory was
=r-ea~ed.

Current situat~on (1987 - present)

from :987 tc the p:-esen':., Pac1fIc Bell Directory provlded
serVlces In relatlve~y constant environments. For example,
In the regu:atcry env:ronrnent, the New Regulatory Framework
\~Rf. dec:slon, as en~n=lated In CPUC's D.89-10-031, contlnued
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